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WLLIAMH PAULEY 111, District Judge:

On June 4, 2001, plaintiff AT&T Corp. ("AT&T") filed
this patent infringenent action alleging that certain of
def endant M crosoft Corporation’s ("Mcrosoft"”) products
cont ai ni ng speech codecs? infringe its United States Reissue

Patent No. 32,580 (the "580 patent").? Currently before this

1 "A speech codec is a software programthat is capabl e of
coding — converting a speech signal into a nore conpact code —
and decodi ng — converting the nore conpact code back into a
signal that sounds like the original speech signal."” Amrended
Complaint ("Am Conpl.") T 14.

2 Famliarity with this Court’s prior Menoranda and Orders
is presumed. See, e.qg., AT&T Corp. v. Mcrosoft Corp., 01 Cv.
4872 (WHP), 2003 W 21459573 (S.D.N. Y. June 24, 2003) (construing
clainms in the 580 patent); AT&T Corp. v. Mcrosoft Corp., 01 G v.
4872 (WHP) (S.D.N. Y. Sept. 3, 2003) (amendi ng construction of the
term"representative"); AT&T Corp. v. Mcrosoft Corp., 290 F
Supp. 2d 409 (S.D.N. Y. 2003) (granting partial summary judgnment
limting danages pursuant to the patent marking statute, 35
US. C 8§ 287(a)); AT&T Corp. v. Mcrosoft Corp., 01 Cv. 4872
(WHP), 2004 W. 188078 (S.D.N. Y. Feb. 2, 2004) (granting parti al
sumary judgnent prohibiting Mcrosoft fromasserting the
def enses of equitable estoppel and inplied |icense); AT&T Corp.
V. Mcrosoft Corp., 01 Gv. 4872 (WHP), 2004 W 232725 (S.D.N.Y.
Feb. 9, 2004) (granting partial sumrary judgnent prohibiting
M crosoft from asserting the defense and countercl ai m of
i nequi tabl e conduct); AT&T Corp. v. Mcrosoft Corp., 01 Cv. 4872
(WHP), 2004 W 292321 (S.D.N. Y. Feb. 17, 2004) (denying partial




Court is Mcrosoft’s motion for partial summary judgnment® to

excl ude sal es of goods incorporating foreign-replicated copies of
its infringing Wndows software* fromany danmages award, pursuant
to 35 U S.C 8 271(f). For the reasons set forth bel ow,
Mcrosoft’s notion is denied.

This case presents a novel issue regarding the
application of Section 271(f) with profound ramfications for
Mcrosoft and other United States software manufacturers. |In the
end, the issue of liability under Section 271(f) for foreign
replication of infringing software supplied fromthe United
States is a question of law ripe for review by the Federal

Crcuit.

BACKGROUND

The facts underlying this notion are not in dispute,
and are drawn froma Stipulated Statenent of Facts, dated March

4, 2004, and marked as Court Exhibit 1. (Trial Tr. at 1064.)

summary judgnment on invalidity); AT&T Corp. v. Mcrosoft Corp.
01 Gv. 4872 (WHP), 2004 W. 309150 (S.D.N.Y. Feb. 19, 2004)
(amendi ng construction for term"excitation").

3 Mcrosoft originally styled this notion as one in linmne
to exclude evidence of foreign sales. On March 4, 2004, the
parties stipulated in open court to convert the notion to one for
partial summary judgnent. (Trial Transcript, dated March 4, 2004
("Trial Tr.") at 1063-64.)

4 For purposes of this nmotion only, this Court assunes that
t he obj ect code and software at issue infringe AT&T s 580 patent.
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M crosoft conceives, wites, conpiles, tests, debugs and creates
a master version of its Wndows operating systemsoftware in
Redrmond, Washington. M crosoft makes a |imted nunber of "gol den
master” disks in the United States on which the machi ne-readabl e
obj ect code® for the Wndows operating systemsoftware is stored.
Sonme gol den master disks are shipped abroad to foreign conputer
manuf acturers, known as foreign "original equipnent
manuf acturers,” or "CEMs". Pursuant to |licensing agreenents with
M crosoft, those foreign OEMs use the golden naster disks to
install foreign-replicated copies of the Wndows operating system
software onto foreign-assenbl ed conputers. Wile each OEM
receives a single golden master disk, that disk is never
installed on a conputer sold to consunmers. Instead, the golden
master disk is used by the OEMto obtain and then replicate
obj ect code to install on foreign-assenbl ed conmputers.

M crosoft al so ships golden master disks to Mcrosoft-
authorized foreign "replicators"” who rmake copi es of the W ndows
operating system software object code and ship those foreign-

replicated copies to foreign conputer manufacturers.

° According to Mcrosoft Corporation, its software

engi neers devel op a source code, which is the "human readabl e
formof the software.”™ The source code is put through a conpiler
which transforns it into object code. Object code is nerely the
"machi ne readabl e version" of the source code in the form of ones
and zeros. The object code is then burned onto the gol den naster
disk by a | aser for easier transport abroad. (Transcript of Oral
Argunent, dated Decenber 12, 2003 ("Tr.") at 5-6.) See also
Mcrosoft Corp. v. Commir of Internal Revenue, 311 F.3d 1178,
1181, 1187 (9th G r. 2002) (describing golden nasters).
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Additionally, Mcrosoft supplies its Wndows operating
system obj ect code fromthe United States to certain foreign OEMs
and aut hori zed foreign replicators by sending thema single
encrypted el ectronic transm ssion of the object code that was
created in the United States. The foreign OEMs and replicators
decrypt the transm ssion and install copies of the object code
for the Wndows operating system software onto conputer hardware
to formconputer systens, and optionally create CDs or other
medi a containing a foreign-replicated copy of the object code.

During the tine relevant to this action, the gol den
mast er di sks and the encrypted electronic transm ssions that
M crosoft sends overseas included copies of the accused codecs
that infringe AT&T s 580 patent. M crosoft acknow edges that it
shi ps the gol den masters and sends the encrypted el ectronic
transm ssions containing the infringing object code with the
i ntent and knowl edge that the software will be installed on
f orei gn- manuf actured conputers. M crosoft further acknow edges
that it ships the golden masters and encrypted el ectronic
transm ssions containing the infringing object code with the
intent that the foreign OCEMs and authorized replicators will make
copi es of the object code for the Wndows operating system and
install those copies onto conputer hardware. This conputer
hardware i s manufactured overseas and the conpl eted systens

contai ning the object code created in the United States are then



sold to end-users overseas. The parties agree that, other than
t he obj ect code contained on the golden master di sks and the
encrypted el ectronic transm ssions of Wndows object code,
M crosoft does not supply any other "conponent” fromthe United
States for assenbly abroad. Additionally, Mcrosoft acknow edges
that the copying of the software fromthe gol den master di sks and
the encrypted el ectronic transm ssions overseas IS an essenti al
part of the manufacturing process abroad for conputers containing
W ndows. (Tr. at 9.)

AT&T alleges that Mcrosoft’s foreign sales of its
W ndows software containing the allegedly infringing codecs
constitute acts of infringenent under 35 U S.C. § 271(f) that
trigger liability and damages. M crosoft contends that Section
271(f) does not attach liability to foreign-replicated copies of
its object code because it falls outside the purview of Section
271(f)’ s prohibition on foreign assenbly of infringing goods.
Specifically, Mcrosoft argues that the object code or software
cont ai ned on the golden master disks is nerely "intangible
information,"” and thus not a "conponent” as contenpl ated by
Section 271(f). Additionally, Mcrosoft argues in its reply
brief that Section 271(f) does not attach liability to foreign-
replicated copies of the software or object code because the
copi es thensel ves are not "supplied from' the United States.

M crosoft’s argunments are without nerit.



Summary Judgnent St andard

Rul e 56(c) of the Federal Rules of Civil Procedure
provi des that sunmmary judgnment “shall be rendered forthwith if
t he pl eadi ngs, depositions, answers to interrogatories and
adm ssions on file, together with the affidavits, if any, show
there is no genuine issue as to any nmaterial fact and that the
nmoving party is entitled to judgnment as a matter of law. " Fed.

R Cv. P. 56(c); accord Celotex Corp. v. Catrett, 477 U. S. 317,

322 (1986); Anderson v. Liberty Lobby, Inc., 477 U S. 242, 247

(1986). The burden of denonstrating the absence of any genuine
di spute as to a material fact rests with the noving party. See,

e.qg., Adickes v. S.H Kress & Co., 398 U. S. 144, 157 (1970);

Gady v. Affiliated Cent., Inc., 130 F.3d 553, 559 (2d Gr.

1997). The novant may neet this burden by denonstrating a | ack
of evidence to support the nonnovant’s case on a nmaterial issue
on whi ch the nonnovant has the burden of proof. Celotex, 477
U S. at 323.

To defeat a summary judgment notion, the nonnoving
party nmust do "nore than sinply show that there is sone

nmet aphysi cal doubt as to the material facts.”™ Matsushita El ec.

I ndus. Co. v. Zenith Radio Corp., 475 U. S. 574, 586 (1986).

| ndeed, the nonnoving party nust "set forth specific facts
showi ng that there is a genuine issue for trial." Fed. R Cv.

P. 56(e); accord Matsushita Elec., 475 U S. at 587. 1In




eval uating the record to determ ne whether there is a genuine
issue as to any material fact, the "evidence of the nonnovant is
to be believed and all justifiable inferences are to be drawn in

his favor.” Liberty Lobby, 477 U S. at 255; accord Schering

Corp. v. Geneva Pharns., 339 F. 3d 1373, 1377 (Fed. Cr. 2003).

1. Section 271(f) of the Patent Act

Section 271(f) of the Patent Act was enacted to prevent
infringers fromescaping liability under United States patent |aw
by manufacturing or supplying a conponent of a patented invention
fromthe United States and exporting it for conmbination into an

end product overseas. |lmagexpo, L.L.C v. Mcrosoft Corp., No.

CGv. A 3:02Cv751, 2003 W 23147556, at *1 (E.D. Va. Aug. 19,

2003); accord 35 U S.C. 8§ 271(f); Aerogroup Int’l, Inc. v.

Mar | boro Footworks, Ltd., 955 F. Supp. 220, 232 (S.D.N. Y. 1997)

(citing Wndsurfing Int’l, Inc. v. Fred Ostermann GibH, 668 F

Supp. 812, 820-21 (S.D.N. Y. 1987), aff’'d, 1 F.3d 1214 (Fed. Gr.
1993)); H.R 6286, Patent Law Arendments Act of 1984,

Congr essi onal Record, COct. 1, 1984, 28069 at H10525-6
("Legislative History") (Section 271(f) "prevent[s] copiers from
avoiding U S. patents by supplying conponents of a patented
product in this country so that the assenbly of the conponents
may be conpl eted abroad."). Conponents supplied fromforeign

countries and incorporated into foreign-assenbl ed products do not



inplicate Section 271(f). Aerogroup Int’'l, 955 F. Supp. at 232.

Section 271(f) states:

(1) Woever without authority supplies or
causes to be supplied in or fromthe United
States all or a substantial portion of the
conponents of a patented invention, where
such conponents are unconbined in whole or in
part, in such manner as to actively induce

t he conbi nati on of such conponents outside of
the United States in a manner that would
Infringe the patent if such conbi nation
occurred within the United States, shall be
|iable as an infringer.

(2) Woever wi thout authority supplies or
causes to be supplied in or fromthe United
St at es any conmponent of a patented invention
that is especially nade or especially adapted
for use in the invention and not a staple
article or coomodity of conmerce suitable for
substantial noninfringi ng use, where such
conmponent is unconbined in whole or in part,
know ng that such conponent is so nmade or
adapted and i ntendi ng that such conponent

wi || be conbined outside of the United States
in a manner that would infringe the patent if
such combi nation occurred within the United
States, shall be liable as an infringer.

35 U S.C § 271(f).

Under paragraph (1) conponents may be staple articles
or commodities of commerce which are also suitable for
substanti al non-infringing use, but under paragraph (2) the
conponent s nmust be especially made or adapted for use in the

i nvention. See Bristol-Mers Squibb v. Rhone-Poul enc Rorer,

Inc., 95 Civ. 8833 (RPP), 2001 W. 1263299, at *4-5 (S.D.N. Y. Cct.
19, 2001). Additionally, paragraph (2) requires the infringer to

have an intent that a conponent "will be conbi ned outside of the
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United States in a manner that would infringe if the conbination
occurred within the United States.” 35 U. S.C. 8§ 271(f)(2).

"Actual conbination or assenbly of the conponents by the alleged
infringer [is] not required” to trigger liability under Section

271(f). Waymark Corp. v. Porta Sys. Corp., 334 F.3d 1358, 1361

(Fed. Cir. 2003). Here, it is undisputed that Mcrosoft’s object
code is especially made and supplied fromthe United States for
use in its Wndows operating system that Mcrosoft intended the
conponents to be conbined outside of the United States, and that
M crosoft intended that the infringing object code be directly
i ncorporated as an essential part of the foreign-manufactured
conputers. (Court Ex. 1; Tr. at 9.)

Congress enacted Section 271(f) in response to

Deepsouth Packing Co. v. Laitram Corp., 406 U. S. 518 (1972),

where the Suprene Court recognized a "l oophole” in infringenent

| aw al |l owi ng copiers to escape liability by finalizing assenbly
of products outside the United States. See H R 6286, Patent Law
Amendrent s Act of 1984, Congressional Record, Cct. 1, 1984,

28069, H10525-6. In Deepsouth, the Suprene Court held that

manuf acturi ng conponents of a patented invention in the United
States, but assenbling those conponents into the patented

i nvention outside the United States, was not "naking," and thus
did not constitute infringenent under Section 271(a) of the

Patent Act. 406 U.S. at 527-28. In the wake of Deepsout h,



Congress enacted Section 271(f) to prevent infringers from
exploiting that |oophole. See H R 6286, Patent Law Arendnents
Act of 1984, Congressional Record, Cct. 1, 1984, 28069, H10525-6.
The legislative history of Section 271(f) reads in pertinent
part:

Part of the subconmttee’s job is to secure
for the owers of intellectual property,
i ncl udi ng patent hol ders, a workabl e,
efficient, and vigorous set of laws to
protect their creations . . . . [Without
enact nent of these housekeepi ng-oriented
nmeasures, the patent system would not be
responsive to the challenges of a changing
world and the public would not benefit from
the rel ease of creative genius. . . . Section
101 [of the Bill] makes two nmj or changes in
the patent law in order to avoid encouraging
manuf acturing outside the United States . . .
[ Section 271(f)] will prevent copiers from
avoiding U. S. patents by supplying conponents
of a patented product in this country so that
t he assenbly of the conponents may be
conpl eted abroad. This proposal responds to
[ Deepsout h] concerning the need for a
| egi sl ative solution to close a | oophole in
patent | aw.

H R 6286, Patent Law Anmendnents Act of 1984, Congressional
Record, COct. 1, 1984, 28069, H10525 (enphasis added).

Section 271(f) bridges the Deepsouth synapse by
i ncluding as infringenment under the Patent Act the assenbly of
any conponent of a patented invention, supplied fromthe United
States, into a product assenbl ed outside of the United States.
35 US.C. 8§ 271(f). Mcrosoft does not dispute the construction

of Section 271(f), but argues that: (1) its object code or
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software is not a "conponent" under Section 271(f); and (2) its
foreign-replicated copies are not "supplied fronf the United
States. O herwi se, Mcrosoft acknow edges that its actions

satisfy the requirenents of Section 271(f). (Court Ex. 1.)

[1l1. Software as a Conponent

M crosoft argues that foreign-replicated copies of its
W ndows operating system software cannot be statutory
"conponents” supplied fromthe United States to form foreign-
assenbl ed conputer systens because "the infringing Wndows
operating system software stored on the gol den nmaster disks [and
sent electronically] is intangible information,” and the gol den
master disk is "sinply a nmediumfor transm ssion of the software
information,"” and is never incorporated into an end product
abroad. (Ms Br. at 1; Court Ex. 1.) The object code or software
that is contained on each gol den master disk or transmtted
el ectronically, as opposed to the gol den master disk or nethod of
encrypted transmssion itself, is at the heart of the parties’
dispute and this Court’s analysis. It is undisputed that the
infringing software is intentionally shipped abroad for
i ncorporation into foreign-assenbled conputers. (Court Ex. 1.)
| ndeed, the gol den master disk sinply recognizes the econom c
efficiencies in shipping Mcrosoft’s software abroad, and does

not alone insulate Mcrosoft fromliability under Section 271(f).
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See Eolas Techs. Inc. v. Mcrosoft Corp., 99 C 0626, 2004 W

170334, at *3-5 (N.D. Ill. Jan. 15, 2004).

M crosoft argues that its infringing software nust be a
"physi cal product” to constitute a "conponent” under Section
271(f). As noted, Section 271(f) precludes exportation of
certain "conmponent(s)" of patented inventions. 35 U S.C. 8§
271(f). Mcrosoft contends that infringing software transported
by gol den master disk or through electronic transmssion is
merely "intangible information," and thus not a "conponent" as
contenpl ated by Section 271(f). It is well-established, however,
that software can be a conponent of a patented invention or

infringing device. See, e.qg., In re Alappat, 33 F.3d 1526, 1545

(Fed. Cir. 1994) ("[A] conputer operating pursuant to software
may represent patentable subject nmatter, provided, of course,
that the clainmed subject matter neets all the other requirenents

of Title 35."); lmagexpo, L.L.C. v. Mcrosoft Corp., No. Gv.A

3:02CV751, 2003 W 23147556 (E.D. Va. Aug. 19, 2003) (in

exam ning M crosoft NetMeeting units exported overseas on gol den
mast er di sks, holding that Mcrosoft’s "code is a patentable
apparatus” and that the golden master and code constitute

"conponent s" under Section 271(f)); Eolas Techs. Inc. v.

M crosoft Corp., 274 F. Supp. 2d 972, 973 (N.D. 1l1l. 2003)
(hol ding that the software in a conputer product "is, in law, the

| egal equival ent of a piece of conputer hardware and not the
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| egal equivalent of a chemcal forrmula”); NIP, Inc. v. Research

In Motion, Ltd., 261 F. Supp. 2d 423, 431 (E.D. Va. 2002) (noting

t hat defendant supplied "application prograns" that are
"conponents conbined with [an] Intel processor outside the United
States" and especially adapted for use in the infringing
product); United States Patent & Trademark O fice Manual of

Pat ent Exam ning Procedure (the "MPEP') § 2106, at 2100-13 (8'"
ed. 2003) (noting that a conputer program has functional and
structural elenents, can be recited as part of a claim statutory
manuf acture or machi ne, and noting that "[w] hen a conputer
programis recited in conjunction with a physical structure, such
as a conputer nenory, Ofice personnel should treat the claimas

a product claim") (enphasis added); see al so Sout hwest Software,

Inc. v. Harlequin Inc., 226 F.3d 1280, 1287-88, 1298-99 (Fed.

Cir. 2000). Indeed, Mcrosoft acknow edges that software is
patentable (Tr. at 10; MS Reply at 1), and it argued successfully
to the Ninth Grcuit that its golden nmaster disks that contain
the object code at issue here were tangi bl e export property for

tax purposes. Mcrosoft Corp. v. Commir of Internal Revenue, 311

F.3d 1178, 1185 (9th Cr. 2002) (holding that the software or

obj ect code contained on the gol den master di sks was "export
property," that only contenpl ates tangi ble property, and finding
"conputer software reproductions simlar to ‘filnms, tapes, [and]

records’") (alteration in original). Tellingly, Mcrosoft
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retreated fromthis argunment in its reply brief and at oral
ar gunent .

M crosoft urges this Court to narrowy interpret the
term "conponent” in Section 271(f) to exclude software or object
code. However, there is no limtation of the term"conponents,"”
either in the statutory text or in the legislative history, to

machi nes or other structural conbinations. WR Gace & Co. v.

Intercat, Inc., 60 F. Supp. 2d 316, 320-21 (D. Del. 1999)

(finding 271(f) liability for supply of chem cal conposition from
the United States for conbination with other nmaterials abroad);

see also More U . S.A Inc. v. Standard Register Co., 144 F. Supp.

2d 188, 195 (WD.N. Y. 2001) (finding paper, glue and blueprints

for maki ng envel opes "conponents" under 271(f)); Lubrizol Corp.

v. Exxon Corp., 696 F. Supp. 302, 325 (N.D. Onio 1988) (sane for

supply of lubricant additive for conbination in a |ubricant
conposition outside the United States). Further, there is
nothing in the legislative history of Section 271(f) or in any
jurisprudence interpreting it to say that software cannot be a

conponent under Section 271(f). WR Gace, 50 F. Supp. 3d at

321 ("A contrary holding . . . would be tantanount to |egislating
addi tional |anguage to a statute."). Indeed, excluding

protection for inventions using software "would not be responsive
to the chall enges of a changing world," as software and conputers

have becone an essential part of society and busi ness since the
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enact ment of Section 271(f). H R 6286, Patent Law Amendnents
Act of 1984, Congressional Record, Cct. 1, 1984, 28069, H10525.
M crosoft cites to several cases in support of its
contention that software cannot be a conponent under Section
271(f). (Ms Br. at 9-10.) Those cases are distinguishable, as
they all involve design or nethod patents, which have no
conponents, or instructions for assenbly of products abroad,

which is not a conponent. See, e.qg., Standard Havens Prods.,

Inc. v. Gencor Indus., Inc., 953 F.2d 1360, 1374 (Fed. G r. 1991)

(hol ding 271(f) inapplicable to a nethod patent for producing
asphalt, "not the apparatus for inplenenting that process");

Enpat, Inc. v. Mcrosoft Corp., 6 F. Supp. 2d 537, 538-39 (E. D

Va. 1998) (finding no 271(f) liability for a nethod patent with

no conponents where the patent only described steps required to

acconplish a task); Pellegrini v. Analog Devices, Inc., C A No.
02- 11562- RWZ, 2003 W. 21026797, at *1 (D. Mass. May 7, 2003)
(finding no 271(f) liability for exportation of instruction for

foreign disposal of conputer chips); Aerogroup Int’'l, 955 F

Supp. at 231-32 (Section 271(f) inapplicable for a design patent
for a shoe sole where the patent clained no "conmponents” and the
sol es were manuf actured abroad).

Not ably, the two other courts that have consi dered the
preci se i ssue before this Court have held that M crosoft’s export

of its golden naster disks containing infringing code constitutes
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the supply of a "conponent” under Section 271(f). Eolas Techs.

Inc. v. Mcrosoft Corp., 274 F. Supp. 2d 972 (N.D. IIl. 2003),

reconsi deration denied, 2004 W. 170334, at *3-5 (N.D. IIl. Jan.

15, 2004); I magexpo LLC v. Mcrosoft Corp., 2003 W. 23147556

(E.D. Va. Aug. 19, 2003). Additionally, in NIP, Inc. v. Research

in Mtion, Ltd., 261 F. Supp. 2d 423, 436-37 (E.D. Vva. 2002), a

district court granted sunmary judgnment of infringenent pursuant
to Section 271(f), finding that the defendant’s transm ssion
network for its Blackberry wirel ess emuail/pagi ng devices

manuf actured in Canada fell within Section 271(f) because it

i ncor porat ed donestically-supplied conmponents, such as

M crosoft’s Exchange Server software, that the defendant conbi ned
outside the United States. Mcrosoft only distinguishes these

cases by noting that they were deci ded before Bayer AG v. Housey

Pharnms., Inc., 340 F. 3d 1367 (Fed. Cr. 2003). (Tr. at 18; M

Reply Br. at 6.)

M crosoft argues that Bayer conpels a finding that it
is not liable for infringenent and danages for foreign sal es of
conmputers containing the infringing software. |n Bayer, the
Federal Circuit addressed the term "conponent” in Section 271(Q)
of the Patent Act. Bayer, 340 F.3d at 1376-77. Section 271(Q)
prohibits inportation into the United States of products produced
by "patented manufacturing processes, i.e., nethods of actually

maki ng or creating a product as opposed to nethods of gathering
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i nformati on about, or identifying a substance worthy of further
devel opment. " Bayer, 340 F.3d at 1370. |In dicta, the Federal
Crcuit stated that the term"conponent” in Section 271(Q)
"appears to contenplate a physical product."” Bayer, 340 F.3d at
1376-77. However, Mcrosoft wenches the Federal Crcuit’s
comment out of its context; it is not the clear statenent of |aw
on Section 271(f) liability that Mcrosoft would have this Court
adopt .

In Bayer, the Federal G rcuit held that Section 271(Q)
does not proscribe the transm ssion of "information"” into the
United States. 340 F.3d at 1371. The "information" in Bayer,
however, was markedly different than the software or object code
at issue here. The information in Bayer was data generated from
a patented nethod to identify whether a given substance had a
particul ar property, nanely, whether that substance activated or
inhibited protein activity in a cell. Bayer, 340 F.3d at 1369.
This data could be used to identify effective drugs for treating
di seases. The patentee alleged that Bayer used the patented
process outside the United States, subsequently inported into the

United States the data generated fromthat process, identified

effective drugs fromthat data, and manufactured those drugs in
the United States. Bayer, 340 F.3d at 1369-70. The Federal
Crcuit held that inportation of the data generated fromthe

patented process did not infringe under Section 271(g) because
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that Section is directed towards articles of manufacture, and not
data or "information" used to identify those articles. Bayer,
340 F.3d at 1370. Indeed, the data produced fromthe patented
process abroad was not directly used to nanufacture the drugs at
issue in the United States. Bayer, 340 F.3d at 1369-70.

Bayer’ s hol di ng does not advance this Section 271(f)
anal ysi s because: (1) Bayer only applies to Section 271(g)®% and
(2) the "information" or "data processing” that resulted froma
patented process in Bayer is conpletely unrelated to the software
or object code at issue here. For exanple, here the software or
object code itself is an essential part of the end product and
conponent - assenbly abroad. In contrast, in Bayer the resulting
data created by a patented process was transferred to the United
States from abroad and was ultinmately used to identify drugs
whi ch were then manufactured in the United States. Bayer, 340
F.3d at 1368-69. Thus, in Bayer, the transmtted "data" at issue
was not incorporated into the end-product; it was the result of a
pat ented process, not part of it. In this action, the object
code at issue actually contains the patented codecs, which are
not derived froma simlar nethod patent, and the infringing code
is sent overseas to be incorporated directly into the end-product

abr oad.

6 1Indeed, the only nention of Section 271(f) in Bayer is a
passing reference to Congress’s intent to avoi d encouragenent of
manuf acturing infringing goods outside the United States. Bayer,
340 F. 3d at 1371.
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Citing the dicta in Bayer, Mcrosoft argues that the
obj ect code contained on the golden naster is intangible
i nformation, and thus cannot trigger liability under Section
271(f). Mcrosoft’s argunent, however, relies heavily on the
presunption that the object code on the gol den master disks and
in the encrypted transm ssions is the type of intangible
information or data froma patented process that did not trigger
Section 271(g) liability in Bayer. As noted above, this Court

rejects that presunption

| V. For ei gn- Replicated Copy as a Conponent

Inits reply brief, Mcrosoft advances the argunent
that a foreign-replicated copy of the infringing software does
not constitute a "conponent" supplied fromthe United States, and
t hus cannot trigger Section 271(f) liability. This Court heard
AT&T' s response at oral argunent, and agrees with its position.

M crosoft contends that since the object code

eventual ly incorporated into the foreign conputers is replicated

abroad, those foreign-replicated copies cannot be considered to
be a conponent "supplied fronf the United States. Specifically,
M crosoft argues that the foreign-replicated copies cannot "be
said to have been ‘supplied” fromthe U S. even though they never
touched U. S soil." (M5 Reply Br. at 1.) Essentially, Mcrosoft

seeks to equate replication of the object code abroad with the

-19-



manuf acturing or "supply" of it fromabroad. Mcrosoft’s
argument ignores the undisputed fact that the object code is
originally manufactured in the United States, and supplied from
the United States to foreign replicators or CEMs with the
intention of incorporating such software into foreign-assenbl ed
conputers. (Court Ex. 1.) The fact that Mcrosoft ships one
gol den master disk or sends one electronic transmssion with the
i nfringing object code to each foreign CEM rather than shipping
one CD for each conputer for efficiency purposes, cannot shield
M crosoft fromthe letter and intent of the statute — to prohibit
circunvention of infringenent of a United States patent by
supplying certain infringing conponents fromthe United States,
and shi pping them abroad for incorporation into a finished
product that would infringe if assenbled in the United States.’
See 35 U.S.C 271(f); H R 6286, Patent Law Anmendnents Act of
1984, Congressional Record, Cct. 1, 1984, 28069, H10525;

| ragexpo, 2003 W. 23147556; Eolas Techs., 2004 W. 170334, at *3-

5.
In support of its argunment, M crosoft anal ogizes its

software to a "nold" for tires that is exported to a foreign

" Indeed, at oral argunent, Mcrosoft acknow edged that if
i ndi vidual disks with the infringing Wndows operating system
obj ect code were sent abroad for incorporation into each foreign-
assenbl ed conputer (rather than one gol den master disk),
M crosoft would be liable for infringenment under Section 271(f).
(Tr. at 16, 28.) Under this scenario, Mcrosoft would be l|iable
for direct infringenent under Section 271(f). NIP, 261 F. Supp.
2d at 436-37.
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plant to nake tires there for conbination with foreign-nmade cars.
M crosoft argues that its software, |ike the foreign-nol ded
tires, cannot be said to be conponents of the patented
conbi nation "supplied" fromthe United States because Section
271(f) looks to the place fromwhich the "conponent™ in question
was nmade and supplied. Unlike the tires that are manufactured
froma nold, however, the software here has al ready been
manuf actured in, and supplied from the United States and is only
copi ed abroad — the software is not a nold for the creation of
anot her separate type of conponent. |Indeed, there is no evidence
before this Court that the foreign-incorporated object code or
software is being created anew frominstructions concerning a
process for creating code abroad. See Enpat, 6 F. Supp. 2d at
538-39 (finding no 271(f) liability for a nmethod patent with no
conponents where the patent only described steps required to
acconplish a task); Pellegrini, 2003 W. 21026797, at *1 (finding
no 271(f) liability for exportation of instruction for foreign
di sposal of conputer chips). Further, Mcrosoft’s tire nold is
devoid of any content until rubber is poured into it and a
separate and distinct object, atire, is created. Here, again,
the software itself is the conmponent, or the "tire", rather than
a nol d.

As noted in | magexpo, the golden master or electronic

transm ssion at issue here contains object code that becones an
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essential conponent of the finished conputer product. "In other
wor ds, the overseas replicator [or OEMs] do[] not sinply
construct the conputer product using a plan, design, or recipe
supplied by Mcrosoft. Instead, the functional nucleus of the
finished conputer product is driven by the code, which is
transmtted through the gol den master."” | nmagexpo, 2003 W
23147556. This Court agrees and finds Mcrosoft’s "tire nold"

anal ogy unpersuasi ve.

V. Policy Argunent

Finally, Mcrosoft advances a "doonsday" policy
argunent to buttress its position, nanely that if Section 271(f)
l[tability attaches to foreign distribution of its infringing
software, it "would sinply pick up [its] manufacturing operation
for the golden master, go [one] hundred mles north to Vancouver,
set up the operation in Vancouver, [and] burn [its] gol den master
CDs [there]." (Tr. at 21-22.) Mcrosoft asserts that this would
be the only option to "reduce by two-thirds our exposure in al
of these patent cases"” relating to Section 271(f) liability for
worl dwi de sales.® (Tr. at 22.) Additionally, Mcrosoft
conplains that, unlike United States-based conpanies, foreign

sof tware conpani es do not face Section 271(f) liability, and can

8 Notably, Mcrosoft’s policy argunent does not address
distribution of the infringing software through el ectronic
transm ssi on.
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sell software world-wide without incurring the sane liability in
the United States. (Tr. at 22.) Wile this Court appreciates
M crosoft’s concerns about a paradigmshift for United States
sof tware manufacturers, those concerns are better addressed

t hrough manuf acture of non-infringi ng goods or Congressional
action, rather than a judicial engraftment on Section 271(f) of

t he Patent Act.
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CONCLUSI ON

For the reasons set forth above, defendant M crosoft
Corporation’s nmotion for partial summary judgnment pursuant to 35

U S C § 271(f) is denied.

Dat ed: March 5, 2004
New Yor k, New Yor k

SO ORDERED:

/'Sl WLLIAM H. PAULEY III /S

WLLI AM H PAULEY |11
U S D J.
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